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Dear Ms. Searcy:

I have enclosed for you an original, plus nine (9) copies of
the comments of Star Cable Associates to the Commission's above
referenced Notice of Proposed RUleaaking. I would kindly ask
that you forward a copy to each Commissioner.

Thank you for your assistance.

Very truly yours,

STAR CABLE ASSOCIATES

By:~Ol< .PtPtr-
Matthew M. Polka
Vice President and
General Counsel
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Comes now star Cable Associates, a Pennsylvania qeneral

partnership, which owns and operates cable television systems in

the states of Louisiana, Mississippi, North Carolina, Ohio,

Pennsylvania, South carolina, Texas and Virqinia, and hereby pro-

vides comments in the above-captioned proceedinq, as follows:

On December 12, 1992, the ~ I2X& TimeS reported a Federal

Communications Commission ("FCC") proposal concerninq requlatinq

cable television prices.

Accordinq to the Times, "the co..ission tentatively rejected

any attempt to analyze the cost structure of a cable company and

then establish a particular level of profit."

The article continued that althouqh requlatory commissions

usually establish rates based on some profit level or return on

investment, officials of the FCC said, "that approach would prove

hard to administer."

1



Comments of star Cable Associates
MM Docket 92-266
January 18, 1993

"Instead," according to the TiMS article, "the commission

proposed pegging prices to some sort of general standard. Per

haps the most likely option would be to match prices with those

charged in the handful of cities where cable systems compete

head-to-head."

This proposal marks the opening round in the complicated

task of putting into effect the new cable television law passed

by Congress in october 1992.

RURAL DRD'l'S, LID ftlU CUU, '1'11II ~ POSI'l'XO. IS VBRY DIS'l'URB-

IRG. Rural cable not only can be characterized by mostly small

companies with mUltiple head-ends, but also by lOW-density sys

tems (fewer than 30 homes per mile compared to more than triple

that number in most urban systems). Often rural cable head-ends

average fewer than 1,000 subscribers.

All of these elements combine to create significantly higher

operating costs for rural operators:

(1) ~ Homes ~ Mile: It costs about the same to

construct a mile of cable in a lOW-density rural market as it

does in a high-density urban market. The higher number of ho..s

obviously gives the urban operator a greater opportunity for a

return on investment. It is not unusual for a rural system to

construct and maintain as much as 1,000 miles of cable to service

the same number of subscribers as a 250-mi1e urban system.
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(2) Multiple Head-ends K1tA 1.000 2X Fewer Sublcrib

~: This is really a triple disadvantage. First, it create.

high maintenance and capital cost per subscriber. Second, the

small operator is denied the benefit of advertising revenue.,

because most advertisers require at least 10,000 subscribers per

head-end. (Advertising has been the fastest growing seqment of

cable income for the past three years.) The third disadvantage

is the high cost (per subscriber) of adding additional service or

channels. A typical rural cable operator will incur the same

cost to launch a new channel in one system as will be incurred by

an urban cable mUltiple-system operator ("MSO") in six-to-10

major markets, because the number of head-ends for one rural

system equals the number in six-to-10 major markets.

(3) Size: Most rural companies, even if they are

MSO's, have fewer than 100,000 total subscribers. This places

them at the bottom of the chain for favorable programming fees

and relative bargaining power and leverage in contract negotia-

tions. Small companies can pay as much as double the amount paid

by the biggest MSO's. Proqramming costs are usually at least 35%

or more of a cable company's expenses.

(4) Cost ~ Availability Qt Financing: Lending

institutions have been hesitant to make loans for construction of

rural cable systems. When financing is available, it usually

carries an interest rate higher than the rates charged on loans

to large, urban MSO's.
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1'1 18 VBRY IIft'II..8'1I_ '1'0 JIOID ftm'f 1I8II'IC&Ift' co.lnUC'1'Io.

01' CABLB 'IBLBVI8IOB .Y8lfB.. IB RURaL &aKal DID BO'I OCCUR ~IL

DB CABLB IIIDU8'lRY 1IU DB..GULaDD. BOW, ftJI nDBDL GOV8..K..,

18 IXPOSI.G TH. V.RY KIBD 0. R.GULA'fIO.S Ifaa'l, HAD IfB.Y ••••

APPLIBD BARLIBR, WOULD PROBABLY aays P......,.D TBB C"ATIO. 0.

1108'1 RUDL CABLB 8YSIf....

IIOS'I UBRICUS no LIVB I. auau. OOJIIIUIII'fI.S WOULD 110'I BAn

BY CABLB 'lBLBVISIOB I. SJlALL RUDL OftD'1'OU n.. IIO'l WILLI_ '1'0

ACCBP'I 1I0CB LO.BR PROI'IT XARGIBS ('fBAB IBDOSTRY aVBRAGBS) AM»

IIOCH LO.GBR TID .8RI008 I'OR RBCOVBRY 01' '!'IIBIR IBVBSTJlBftS.

The FCC's idea to choose rate models from among competitive

markets makes no sense whatsoever for rural companies, because

there are no competitive systems with less than 35 homes per mile

and none are likely to be constructed in the future.

The impending rejection of a return-on-investment ("ROI")

basis for setting basic cable rates suggests that the FCC doesn't

feel it is appropriate to take into account the individual oper

ating circumstances of each cable system in the country. This

would be a daunting task under any circumstances, but especially

so because certain factors are controllable and should, there

fore, be "normalized" or eliminated from the analysis.

Some operators are more efficient than others, and ineffi

cient operators should not be rewarded with higher rates.
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However, probably the most important consideration in cable

system economics is not sUbject to th••e operating diff.renc••

and could be fairly easily factored into a rate-setting proc••••

System density is an initial investment consideration not subject

even to variances in construction costs or basic penetration,

which can be influenced by operating decisions. It is the mo.t

basic factor that drives system economics.

DBUGULATIOB OW ItAT.S Z. DB 1984 CULB ACT, ZT ZS mrcoBSCZODJILB

THAT TIIB GOVBJtIDI1DI'I WOULD IIOW COBSZDIIR DB.TROYZ_ TllBZR BCOIlOllIC

~OUBDATZO. O~ RUltAL CABLB BY OVBR.ZKVLZWYZ.G RAT. RBGULATZO. a.

KAVB CABLB TODAY ZW .0'1' WOR TRB 1'.4 CABLB ACT ARD AGGR•••IVB

RUItAL BUZLDB".

By their very nature these lOW-density, rural systems also

have small head-ends (less than 5,000 customers) due to amplifier

cascade limitations. Low density and small head-end size add up

to a double economic burden. Should these areas have been denied

cable because of these factors? Should companies now be punished

for having brought cable to these areas? Should the quality of

service to rural customers be sacrificed?

Bringing cable to rural areas was a worthwhile undertaking

that deserves consideration in the rate-making process. In the

interest of keeping this simple, we would suggest developing a

generic "benchmark rate" for a typical cable system.
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APPLY A D••8ITY ~ACTOR TO TBB "•••CJIDJlK 01'.... These factors

could be fairly easily determined using generic system models at

densities of 20 and 30 homes per mile versus the national average

of 72 homes per mile.

While the need to keep the rate-setting process simple is

readily apparent, a certain level of sophisticated analysis is

necessary to alleviate obvious shortcomings and give the process

credibility. Any process that doesn't factor in system size and

density will not meet these threshold criteria.

Let us keep in mind the following adage: "The most unfair

treatment of all is the equal treatment of unequals."

Respectfully submitted,

STAR CABLE ASSOCIATES

DATED: January 18, 1993 ~ ~
/ / ----.,

By / C
./-;.~ Roddey

V President andCEO
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